


















THE NEW INDIAN ROPE TRICKS 

I 

■ • or What Became of the Debt ? 

By Reginald Reynolds* 

I N the old Indian Rope Trick the boy went up the- rope and dis¬ 
appeared* The financial jugglers have invented a better one than 
that* India’s Public Debt has been mounting steadily for years, 
and now they say it has disappeared, like the boy. Where to ? This 
pamphlet is the answer* 

We have not attempted here a general survey of economic imperialism 
in India, The reader must look elsewhere for details and figures con¬ 
nected with the Indian Tariff Policy, or for an account of Government 
discrimination in purchases, contracts and shipping monopolies, whereby 
British firms have grown rich at India’s expense. There is no account 
here of British capital investments, other than Government Securities, 
or of the dividends paid to British shareholders in mines, factories and 
plantations, where the workers—often women and children—work for a 
few pence a day. We have not even attempted to follow the strange 
manipulations of the rupee exchange, though it is closely connected with 
the subject of this brief study* 

This is simply an explanatory account of the Public Debt of India; 
how it came into being, why our financial dealings with India have been 
changed in recent! years, and how the people of India have been affected 
by those changes* We have tried to avoid technical terms and financial 
jargon as far as possible, stripping High Finance of the mystifying 
drapery which conceals crude realities* What those realities are the 
reader can discover for himself by reading on* 


1. The Nature of the Debt. 

Recent press propaganda, inspired by the India Office, has been 
directed to an attempted proof of two alleged “ facts ” y 

i* That India’s “National Debt” has been in the main an obliga¬ 
tion incurred by productive investments* 

2* That this burden is rapidly decreasing, leaving India with the 
“productive assets” and disappearing financial obligations* 

These are the principal contentions of an unofficial note on “ The Public 
Debt of India,” circulated to the Press “ with the compliments of the 
Advisor on Publicity, Information Dept*, India and Burma Offices.” 
(N.B.—-This service is paid for by the Indian Tax Payer*) The argu¬ 
ments circulated by the India Office appear frequently in the press, and 
a staff of full-time propagandists has been organised to answer every 
letter in the local papers in which Government policy on this or other 
matters connected with India is called in question* 
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'f^The origin and nature of India’s “National Debt” can only be 
briefly discussed here, but a reasonably detailed account of it will he 
found in Chapters VI and VII of The White Sahibs In India by the 
author of th^-pamphlet.* Briefly, this “National Debt” was built up 
of many items which included the following :— 

* i. Debts of the East India Company (mainly war debts incurred 
in the course of conquering India, also the cost of suppressing 
the Mutiny of 1857). These debts were taken over by the 
Government of India in 1858 in cancellation of sums lent by 
the Company to the British Government* Thus the British 
tax-payer was freed from a debt by saddling it on the Indian 
peasant. (Worse still, as the money lent to the British Govern¬ 
ment was looted from the Indian revenues—so India first pro¬ 
vided the loan and then, in effect, repaid it!) 

2* The Cost of " Buying** India from the East India Company, to 
which the Company’s dividends at 10 J per cent* were added 
for sixteen years, until the purchase price could be raised. 

3* Subsequent War Debts , incurred entirely in the interests of 
British Imperialism* These include the cost of wars in China 
and the British invasion of Abyssinia in 1867, also India’s 
military expenditure in the last war and a forced ” gift ” to 
Great Britain of £126,000,000 towards our own war expenses 
at that time* 

4* Debts such as those occasioned by “ guaranteeing " British 
Capitalist Companies constructing railways in India * If there 
was a profit* the British shareholder pocketed it; if there was 
a loss* the Indian peasant paid it* The Companies received in 
this way about £40,000,000 in “ doles,” also free land and every 
incentive to be wasteful—which they undoubtedly were* The 
Government had, in most of the contracts, an option to purchase 
these railways eventually, and most of them are now State 
owned* Even when capitalist enterprise has not been “ guaran¬ 
teed,” pressure from London has often been strong enough to 
save it, at the cost of India, if it failed to pay* (Sir George 
Campbell in his Memoirs tells of a Company which failed to 
make money out of an irrigation scheme in Orissa; the Govern¬ 
ment paid the company out with a bonus t landed out more 
capital, and continued to run the scheme at a loss,} 

5, Other causes of deficits in Indian Budgets 3 such as the exorbitant 
salaries and expenses paid to higher officials (mainly British) in 
a country where the taxable capacity of the people is perhaps 
the lowest in the world. Further cause of deficits are the 
pensions and other Home Charges ” paid to retired officials, 
the cost of the India Office and numerous smaller items of 
w f aste or corruption : instance, the financing of the Christian 
Church out of the revenue, averaging £300*000 a year recently, 

* Now out of print, bat obtainable from many public libraries, or, by applica¬ 

tion at any public library, through the National Central Library. 
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taken from Hindus and Moslems to provide Europeans 
churches and clergy l The effect of many such £C small ” items 
is cumulative* 

It has long been the practice of the Indian Government to provide 
for a partial discharge of debt* whenever possible, by means of appro¬ 
priations from revenue to a Sinking Fund, As “ productive assets 
remain, the outstanding debt obligations tend to be reduced' in propor¬ 
tion, and a misleading impression is created. It is all a question of sheer 
financial jugglery. If, for example, only one-third of a debt repre¬ 
sents service rendered, and if the remaining two-thirds is fraudulently 
foisted on the debtor, the fact that most of the fraudulent debt has been 
paid up does not mean that the remainder of the money “ owing should 
be regarded as a just debt. On the contrary, as the fraudulent debt had 
no moral justification, all interest paid on it and all capital repayments 
should be set against the debt for which services were actually rendered* 
In the case of India the real assets can be considered as paid for long 
ago when the greater part of the war debts and other fraudulent obliga¬ 
tions were discharged'. The interest alone (paid upon these fraudulent 
debts) probably exceeds the “ productive ,s debt, 

Indian economists, working on this basis, have calculated from our 
own figures that any services rendered have long since been more than 
paid for. They do not necessarily admit that India is liable for 
“ servicesnever commissioned by the Indian people; but in so far as 
these services had demonstrable value they show that India has not only 
paid for such services, but much more than that, leaving Great Britain-— 
years before the present war —in debt to India . (These were the conclu¬ 
sions of a select Committee of the All India National Congress in its 
Report on the Financial Obligations between Great Britain and India* 
Bombay, 193 r -) Such calculations do not take into account the enormous 
profits of British private investors in India, or of British firms (through 
Government purchases and our manipulation of Indian tariffs) or any¬ 
thing but the “ official 51 exploitation of the country through our control 
of Indian finances. The Congress Select Committee pointed out that 
India had a right to make numerous counter claims in addition to 
^pterylng the amount debited to the country. For example, the total 
expenditure of the East India Company on wars {for the benefit of the 
company and of British imperialism was over £112,000,000* Of this 
sum sixty-nine million was raised in loans and taken over as the original 
“ National Debt ” by Britain, But over £40,000,000 had already been 
paid up by the company out of current revenues; and 1 this forty million, 
Indians argue, should be included in the general account of money paid 
by India, to be set against the small iS benefits 5 * received from productive 
loans for which India is still paying with interest. 

This may be called “ unearthing the past 11 ; but it is inevitable in 
considering a debt* Every real debt is, by definition, a present recogni¬ 
tion of a past service; and British creditors have not yet suggested that 
their debtors should be absolved of all future payments because their 
debt originated f< a long time ago.' 1 If, therefore, Indians are to pay for 
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services rendered 1 in the past, and often in the remote past, with¬ 
out any mandate from the people of the country, the least they can ask 
is that there should be some examination (a) of the reality and extent 
of these services and (b) of the total payments made, which should be 
set against such services. In each case the account must necessarily go 
back, as our official accounts do, to the beginning of financial relation¬ 
ships between the two countries. 

It would, for example, be quite legitimate to include in such a 
contra-account the pension of £4,000 a year conferred—with other con¬ 
siderable benefits—upon Warren Hastings, Or the £5,000 a year pension 
paid from the Indian revenues—plus £47,000 prize money after the war 
with Mysore—to the Marquis of Cornwallis, Or again there- was the 
Marquis of Hastings, who was gratefully presented on his retirement with 
a lump sum of £60,000 from the taxes, {An additional £20,000 was 
later given to his son,) Clive had estimated his own annual pickings at 
£40,000; and Macaulay, who considered that Clive would have made 
the figure as low as possible, said it was equivalent to £100,000 a year 
in his own days. Rut Macaulay himself was one of the thousands who 
took up Indian administration for very substantial reasons: he drew 
£15,000 a year and wrote to his sister that he proposed to “ live in 
splendour” on £5,000 per annum “and return to England at only 
thirty-nine years of age, in full vigour of life, with a fortune of thirty 
thousand pounds.” Not a bad fortune to accumulate in three years — 
and Macaulay had been earning only £200 a year up to that time. 
Money is worth less to-day, but when one reflects that even now 
Macaulay’s salary would represent the total annual income of 3,000 
Indians it is easy to see why Indians feel as they db. Nearly 200 years 
of British officials bleeding India at that rate would be quite a large item 
in the accounts, and does help to explain frequent deficits in the Indian 
Budget. The Viceroy’s salary of £19,000 to-day (plus liberal “ expenses ”) 
is one of many indefensible instances of over-payment received by British 
officials, and it is obvious that had such sums not been dissipated in 
preposterous salaries and u gifts ” for British administrators it would never 
have been necessary to borrow so extensively—if at all—for productive 
purposes; on, alternatively, that sums so spent could and should have 
been spent in refunding such “ productive ” dfebts long since. 


2. The New Policy in India. 

An American admiral once defined stable government as ** Govern¬ 
ment under which foreign capital can be safely invested.” 

The interest of big creditors in the “ stability ” of government in 
those countries where their capital is invested has long been obvious; 
and it would be a truism to suggest that this interest in t! stability ” is a 
principal cause of imperialism. Indeed, in recent years, the interest in 
colonics as markets and as sources of raw materials and. food stuffs has 
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been to some extent replaced by their value as fields for investment, 
low wages and largely unrestricted conditions of labour offer great oppor¬ 
tunities for profitable enterprise. Control of the government machinery 
is clearly the best safeguard against any repudiation of debts or even 
improvement in working-class conditions; so that imperialism is just as 
contributive to stability in this sense as it has been in other matters—, 
control of tariffs, security’ of employment for highly-paid officials, etc. 

The moment that stability is threatened there is naturally a tendency 
to sell securities held in the “ unstable ” country. It is equally natural 
that there should be an effort by the government of a creditor country 
to restore stability, making, where necessary, concessions and adjustments 
in political and economic relations between the two countries, Those 
two processes may be observed in the case of India; and they have 
combined to cause a general movement of capital, greatly accelerated by 
the present war, though not originally caused by war conditions. 

Horace Wilson, in his continuation otf Mill’s History of British India 
(VoL VII, p. 347, in the edition of 1858) could already write of the 
public debt of India that "the inconveniences Which it occasions are 
fully compensated by the connexion which it maintains between the 
Government and the fundholders, a large proportion of whom are natives 
of the country, and who are thus interested in the stability of the ruling 
power” (The italics are our own unaided work.) Wilfred Scawen Blunt, 
writing early in the present century {My Diaries? August 17th and 30th, 
1909), spoke of the activities of British Residents at the courts of Indian 
princes, and of British Regents where the prince was a minor: once 
more we hear of this financial “ stability ” policy, applied to the wealth 
of Indian Rajahs, and of Residents who “ insisted on their investing it 
in Government securities, so as to bind their money interests to the 
existing state of things.” The States of Gwalior and Indore are men¬ 
tioned as examples. The same policy in our ow f n time was summed up 
by "Candidus” in the Investor's Chronicle {April ist, 1933): “The 
British Government has at various times solemnly declared through 
Labour and Conservative Secretaries of State that it will not allow a 
condition of affairs to develop in India which would endanger the credit 
and stability of the Indian Government,” This writer—note his perfectly 
correct insistence on the financial and imperial orthodoxy of the Labour 
Party—expressed his satisfaction at the fact that over half India’s 
National Debt had been raised internally and that it was therefore “to 
the interest of the Indian investor, as much as to the British, to preserve 
the credit of the Indian Government,” 

The present movement of capital began as an extension of this 
principle (recognised in the nineteenth century) in order to compound 
with the changed situation. For years India has been in revolt. 
Successive governments have recognised 1 that the only way to avoid a 
complete rupture is to make considerable concessions to the Indian 
propertied classes, and by making them junior partners in British 
imperialism to enlist their support against the Indian revolution , This 
policy has always existed as an integral aspect of imperialism, Wc see 
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iO the creation, under the East India Company, of a landlord class 
over a large part of the country* We see it in the protection which 
“ law and order ” afford these landlords and the Indian usurers* Wc 
find it again in the general opposition of the Government to any social 
reforms, such as those which are aimed at the caste system* It is an 
* explicit principle in Macaulay’s decision to create a new interest—almost 
a new caste—in the Europeanised Indians who have since served, mainly 
in minor capacities, as an important part of the bureaucracy* The same 
policy is blatantly discernible in the protection afforded to the Indian 
princes, despots whom British bayonets defend when their misrule goads 
their subjects into revolt It can even be seen beneath" the surface of 
the “ Hindu-Moslem Problem, 5J in the determined efforts of the Govern¬ 
ment to use the Moslem propertied classes {and through their influence, 
if possible, the Moslem masses) as India’s “Ulstermen ”, It is the policy 
upon which successive constitutions have been based, with their property 
franchise, and the “ federation n scheme, with its vast block of legislators 
nominated by the rajahs* 'And it is to be foundi, as we have seen, in 
financial schemes as well. 

All that changes is the emphasis on this policy and the extent of its 
operation. As the dagger in India has increased, the Government has 
sought to widen the basis of its support, as may be observed from the 
gradual extension of the property franchise. The imminent peril to 
British imperialism in India, after the Japanese conquest of Burma, 
brought even Mr* Churchill and Mr* Amery to this opinion. Not long 
before, Mr* Churchill {relying no doubt upon his memory of India as 
a subaltern forty years ago) signed a letter to the late Maharajah of 
Patiala, the wickedest and most bestial prince of his time, who was at 
that time opposing the milk-and-water constitutional reforms of the 
National Government* Mr* Ghurchill and his friends said in this letter 
(it was published in The Times of December 18 th, 1934): “If you yield, 
your destruction is certain,” What the signatories—-forty-two members 
of Parliament’—really meant by this anxiety for the welfare of the 
Maharajah one can only guess. Possibly they had interests of their own 
in India, If so, they were soon to outbid MacDonald and. Baldwin in 
the concessions whereby they sought to save those interests, in spite of 
the appalling consequence to India which they had previously seen in 
such concessions* T 1 indifference between the Ghurchill who placed all 
his faith and hope in the Monster Patiala and the Churchill who sent 
Cripps to India illustrates graphically the rate of progress—not towards 
Indian freedom but towards a last drastic effort to forestall it, by 
finding a new and broader basis for imperial stability, (Patiala, who lived 
on the spot, had already changed his mind before he died, embarrassing 
the new constitution rather heavily with a murderer’s blessing*) 

If we now take into consideration the economic necessities of the 
war, we have a further, and very important, reason for movements of 
capital* Britain has needed — and used—vast supplies of Indian goods* 
She has not been able to spare either the goods or the ships for her 
usual exports to India, There has consequently been, in the past four 
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years, almost a one-way traffic df goods from/ India to Britain ar^|io 
British Forces and possessions abroadu Holdings of securities abroad 
(e.g* in America) by Indian capitalists have also been purchased by the 
British Government, and 1 this policy, too, has increased Britain 1 * financial 
obligations to India, off-setting the Indian debt to British bondholders. 

To sum up the whole process, we have three tendencies at work, 
all of which converge upon the same point:—- 

1. In recent years there has been less feeling of security in Britain 
with regard to Indian investments* This is due to the political 
situation in India, particularly since the war and the Japanese 
conquest of Burma, 

2. The Government is obviously anxious to increase and extend 
the financial interests in India connected with the stability of 
the imperialist regime* This has been achieved to some extent 
by raising new loans in India (Rupee Loans) with which loans 
raised in Britain (Sterling Loans) have been redeemed and 
“ repatriated.” Thus the passing of <£ doubtful ” securities from 
British hands into those of Indian capitalists serves at the same 
time a double purpose: a doubtful commodity is sold, and 
merely by changing hands it strengthens the general financial 
and political position* 

3. This process, which began before the war f has been vastly 
accelerated by the present one-way transit of goods, creating an 
annual balance in India’s favour, and compelling the Govern¬ 
ments of Britain and India to pursue more rapidly the policy 
which they were already following in the late ’thirties* 

We have next to examine the nature and extent of British interests 
which require a stable capitalist regime in India* 


3. The Interested Parties. 

The number of people in Great Britain directly interested in India, 
from a financial standpoint, is relatively small. The Economic Supple¬ 
ment to Indian Affairs (Organ o€ the India-Burma Association, an 
imperialist organisation in London) stated in May, 1943a. that British 
Commercial investments in India were probably less than £240,000,00o' 1 
yielding annual interest which they estimated at £16,500,000. The 
Sterling Debt—thanks to the transactions already referred to—had sunk 
by then, according to this authority, to 12.25 ntillions sterling, yielding 
only about half a million in annual interest* Pensions (civil and military) 
of retired Britons living in this country on doles from the Indian 


* The same figure was given by the News Chronicle City Editor (fi.l 1/42) as 
the latest calculation at that time for British industrial and commercial investments 
in India. 
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E^^pquer were reckoned at £5,900*000 (the official figure for 1938-9), 
ana the number of British people employed in non-military government 
services in India was given at 5,500* 

To this last figure we should add the normal (peace-time) figure of 
pver 6>ooo. British army officers and nearly 60*000 British troops* paid 
By the Indian Exchequer, (Present military figures would* of course* be 
misleading; and the financial f cost of the British and American addi¬ 
tional forces now in India is not, in any case* borne by the Indian 
people,) We have also to reckon* in computing the general financial 
interests of British people in India* the normal (pre-war) trade and the 
normal shipping* of which British shipping firms had almost a monopoly, 
including that otf mails and other Government contracts* Taking these 
interests—the major ones—together, we should find that the possession 
of India meant a good deal to the following classes:— 

1* British shareholders in Indian commercial investments* 

2* A diminished number of those holding Indian Government 
stocks. 

3. Pensioned sahibs and satraps* 

4. British civil officials and military officers on the Indian pay-rolL 

5* British manufacturers—a diminishing interest owing to the 
growth of Indian industries {some financed by British capital) 
and the policy of “ conciliating ” Indian industrialists. \ 

6* British ship-owners. 

7. The British Government itself, which draws a handsome revenue 
from firms operating in India but registered in Britain—their 
shares axe free from Indian income tax, so that the surplus of 
profit goes to the British Exchequer and not to that of India* 


f I say 14 financial/* because it is nevertheless the case that the shortage of 
consumer goods In India is aggravated by the presence of large numbers of foreign 
troops* thereby contributing to inflation, famine, etc. 

J It is nevertheless completely false to say, as the Economic Supplement to 
Indian Affairs states {and other organs of imperialist propaganda have frequently 
repeated the same statement in different words) that, after 1921, “India acquiree 1 
the power to determine her own tariffs/* Tariff preference for British cotton goods 
was forced upon India in 1930, against the wishes of the Legislative Assembly. 
The property classes represented in the Assembly were actually induced to pass 
the Tariff Bill by a narrow majority, and under protests but only by the threat 
that unless they voted for preference to Great Britain there would he no tariffs at 
all. Faced by Hobson’s Choice, the Indian industrialists toed the line. Even ©o, 
the measure would have been defeated had only the elected members voted: but 
the bloc of H nominated ” Government creatures secured the necessary majority. 
The Ottawa Agreement was later signed on behalf of India without Indian consent, 
and continued in operation, though repudiated by the Legislative Assembly in a 
resolution ol November 13th* 1936. 
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This also applies to all Sterling loans to the Indian Gc^lta 
ment.* 

In this summary we have omitted the “interest” of British troops 
paid by India, as it may reasonably be doubted whether* in most cases, 
their pay would be sufficient to create any profound financial loyalty ! 
The object of this summary is to show that British interests are not wide¬ 
spread in the sense that every class in this country directly u benefits ” 
from the Indian Empire, At the same time, the classes indicated in this 
summary are very powerful; and it is not difficult to see that they have 
been, as they still are, in a position to shape not only financial, imperial 
and foreign policy in this country, but public opinion itself, through the 
plutocratic control of the press and the no Jess plutocratic control of state 
education, the radio, etc. 

It is, in short, the Governing Class itself which is closely interested 
financially in India; and once that fact is appreciated there is no need 
to concern ourselves with the percentage of our u national wealth ” which 
comes from this source or how much of it reaches the workers, etc. 
Some imperialists in the past (Rothcrmcre, for example, also Churchill) 
have endeavoured to frighten British workers and to impress others by 
talking of enormous financial interests in India in which everyone in 
England was interested—“ Two out of every ten Englishmen,” Churchill 
told America in a broadcast in 1935, “ depend upon India,” (A loathe- 
some appeal to deliberate parasitism.) To-day, using the decrease in 
the Sterling Debt as an argument for our “ disinterestedness ” (chiefly to 
impress these same Americans) British imperialists are trying to show 
that our “ stake ” in India is very small and that in any case it does not 
affect our policy. The truth is that, except in certain indirect ways, the 
“ stake ” has always been confined to a small, but extremely influential 
section of the British people, the dominant cliques which control every¬ 
thing from the banks to the War Office. And the relative size of that 
“stake,” compared to the national income, has never been important, 
because the owners have never been concerned with that question* A 
man who is trying to hang on to £20,000 a year docs not ask himself 
whether it is w r orth bothering about so small a fraction of the national 
wealth* 

These arc the parties interested in “ stability ” in India, even if 
that *' stability” has to be bought at the cost of political concessions and 
financial readjustments. Our final task is to examine how those re¬ 
adjustments have been carried out and how they have affected the Indian 
people* 

* One implication of this practice is seldom realised. Suppose that on 5% 
stock an Income Tax of orily 4s. in the pound was charged in India* out of every 
£5 paid in interest, one pound would return to the Indian exchequer* The actual 
rate of interest would therefore be only 4%; whereas on a Sterling loan the whole 
. r »% is paid and none of it recovered. When we are toM that loans were raised 
m London because ** money was cheaper there than in India u (which has often 
been doubtful) this fact should be remembered* The gain to the Indian Exchequer 
is, in fact* the only advantage of the recent repatriation of Sterling loans, which 
iviU now pay in reality lower rates of interest, because parb of it will be recoverable 
by taxation* 
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4f!^ The “ Reduction ” of the Debt. 

In spite of frequent refundings of earlier loans, the Public Debt of 
India grew rapidly aifter the year 1905* In that year it stood at £226 
million, of which £135 million had been raised in Britain. The following 
figures show the increase :— 

Proportion raised in 
Britain . 


Tear , 


Total Public Debt of 
India . 


1905 (March) £226,000,000 £135,000,000 

1930 „ £771,200,000 £363,600,000 

1933 „ £870,000,000 £380,000,000 

194 1 « £935 j 3 0 ° j °oo £249,900,000 

It will be noticed from these figures that, though the debt grew 
steadily, the proportion raised in India increased; while the Sterling 
Debt actually fell from £380 millions (in 1933) to £249 millions 
in 1941. In 1941 further drastic steps were taken in this direction. The 
British Treasury decided to spend about £216 millions in buying Sterling 
Stock issued by the Government of India, the prices actually paid being 
“ not below current market prices/’ These stocks were sold to the Indian 
Government, which immediately created new Rupee Loans to raise the 
necessary funds for the purpose. In reality, of course, there was no 
transfer of gold from one country to the other. The one-way trade of 
the period 1939-41 had created a credit balance in the Indian banks, 
and this credit balance was largely used to purchase the stocks. The 
holders of the liquidated Sterling Stocks were even invited to take up 
Rupee Stocks in place of them. This sounds, perhaps, a little compli¬ 
cated. We can best explain it by examining individually what each 
party stood to gain or lose in the transaction. 

t. The Sterling Bond-holders, They were paid a good price for 
their stock with the option of taking up Rupee Stock in its 
place. No change . 

2. The British Government . They bought the stock and sold it 
again to the Indian Government. No change, 

3. The Indian Government, By buying in this stock they liquidated 
certain debts (in Sterling) to the value of £216 millions, but 
were obliged to raise fresh loans (in Rupees) to the same value 
in order to finance this operation. No change . 

4. The Indian Taxpayer, He had to pay interest on the new stock 
just as he did on the old stock, NO CHANGE , 

So what exactly had happened ? Just this, that the new bond¬ 
holders were holders of Rupee Stock instead of Sterling Stock, and that 
a large number of Indian Capitalists, or capitalists domiciled in India, 
became interested financially in the stabilty of the Indian Government. 
The debt itself has grown and is still growing—the Budget estimates for 
1943-4 show that India is to spend £194,692,500, with a revenue of less 
than £150 millions. (Of this expenditure about three-quarters is to be 


is 


11 


on Defence.) A deficit of over £45 millions will be covered partly 
third) by new taxation and partly by fresh loans. 

Thus, while the people of India drift further into debt, the Indian 
capitalist becomes more closely associated than ever before with the 
defence of the Status quo , Instead of investing his money in industrial 
or commercial enterprises which might (as in the past) lead him into 
conflict with the capitalist interests of Great Britain (and consequently 
into some form of political nationalism) he is investing his money with 
the imperialist government itself. Alternative commercial investments 
have, in fact, been made impossible. Indian foreign securities—American 
dollars, for example—which might have been used to buy plant and 
develop Indian industry, have been purchased by the Treasury. Britain 
is meanwhile unable to supply anything except war material. In fact, 
a recent order of the Indian Government prohibits all new capital issues. 
Thus a class which might at least have served its historic function in the 
development of the country is transformed into a rentier class, living upon 
the taxes and dependent upon the stability of the Government. 

Britain, wc are told, is spending large sums ont India's “defence”. 
Actually the Indian defence estimates have been rising steadily (i.e. at 
India's cost) and most of the extra expenditure met by the British Treasury 
is not for defence at all, but in preparation for the re-conquest of Burma 
and Malaya* But in any case British expenditure on the “defence” of 
India means no pore to Indians than German expenditure on the 
“ defence ” of Ndiway and Poland means to the Norwegians and Poles, 
(The Poles afford an excellent parallel, because they are as apprehensive 
of Russian designs as the Indians are of Japanese ambitions : which does 
not imply that they welcome German “ protection ” any more than 
Indians desire our own, on terms of national subjugation.) To talk of 
“ protecting ” a conquered country under foreign rule is nonsense : there 
is nothing left to protect, and to Indian eyes it is a case af shutting the 
stable door when the horse is stolen. However, were it not that the 
British Government is so obviously anxious to conciliate Indian capitalist 
opinion, there is little doubt that far more of the extra expense io 
“ India's war effort,” including the preparations for the re-conquest of 
Burma and Malaya, would have been charged to In dig, as were so many 
of our remote foreign wars in past years. Even now another “ gift ” 
from India, like that made in the last war, may yet be requisitioned to 
re-imburse Britain for her philanthropic efforts to force the* benefits of 
British Rule once more upon the apathetic Malayans and the recalcitrant 
Burmese . , , 

But in spite of the fact that Britain is—for the time being—meeting 
much of this extra military expenditure, wo have seen that the Indian 
Public Debt is steadily growing and that the vaunted “ repatriation ” only 
means a change in bond-holders. In India the taxes raised for such 
purposes (interest and refunding) fall far more heavily on the poor than 
they do in Britain. This does not mean that the poor pay more in India 
than io this country—it means that there is no poverty in Britain in any 
way comparable to Indian poverty; and that, in spite of this fact, the 


inc, v 'nee of taxation hits the poor relatively much harder than the rich. 
Obviously you cannot take much in taxes from a country where the 
average income is about 3^d, per head per day. And if that means— 
as it clearly does—that a few are rich^ while millions live on about two¬ 
pence a day, the least one might hope for would be that the poor would 
be untaxed, and that the weight would 'fall upon the landlords, usurers, 
industrialists, etc. But as we have noticed in other matters, these classes 
are favoured in taxation; and even the Simon Commission in its Report 
marvelled at the low gradient of the Indian Income Tax,* It is the poor 
peasant, paying land tax at the rate of 50 per cent, on the rental value, 
who feels the weight of taxation most, while indirect taxation affects even 
the poorest. The Gandhi Campaign against the salt tax was a protest 
against this policy. 

Many years ago a Conservative Prime Minister, struck by a sudden 
revelation that one could not wring blood from stones, minuted his 
opinion that M as India must be bled, the lancet should be directed to the 
parts where blood* is congested, or at least sufficient, not to those which arc 
already enfeebled from want of it. 5 ’ (Lord Salisbury’s Minute on Fiscal 
Policy, 1875,) To-day, as it was when Salisbury wrote, the greater part 
of the taxes go to Defence ” to Jails and Police, to the upkeep of 
foreign administrators (both active and retired), paid at rates out of all 
proportion to average Indian incomes, and to interest on an ever growing 
debt. We talk of Germany “ looting 11 her occupied territories in Europe : 
what word can better describe this system of taxing/ a proverty-stricken 
country to maintain a foreign army, high-salaried foreign officials and a 
vast horde of rentiers, whether these last are Indians or Englishmen ? 

There is bitter irony in the reports that there is now plenty of 
“ money hv India, There is indeed. The Reserve Bank of India issues 
currency, like the Bank of England, where the Reserve Bank keeps its 
gold reserves. Why the Indian gold reserve should be held in London 

* The heavy incidence of taxation on the poor w m justified by Sir John 
Straohey in a- speech at Calcutta on January 27th, 1877, on the grounds that the 
poor needed most famine relief, to which they should therefore contribute most 
substantially, (This historic statement will be found quoted at length in Hyndman's 
Bankruptcy of India,) The proposal in the Simon Report for a steeper gradient in 
the Income Tax was criticised by one of the Government’s Indian allies (Mr, Yusuf 
Ali t writing in the Spectator f July 26th, 1930), who found it “ politically dangerous, 
as it would throw the zamindars and propertied classes into the arms of the 
sansculotte#, who are at the bottom of the present troubles," The zamindars are 
the landlords, themselves a product of British rule, lightly taxed on the basis 
settled in the 18th century, when the value of money was much greater. By the 
beginning of the present century the landlords of Bengal, under a 14 Permanent 
Settlement rt of 1793, which fixed their taxes at 90 % of their rents, were paying 
only about 28 %. At the same time the rjyoftcari (small peasant proprietors), who 
were allowed to continue their existence in many provinces, were taxed on a basis 
of 45 to 50% of the gross produce of their labour. In the BardBll dispute of 3928 
the Governor of Bombay stated the position rather differently. He 14 considers that 
he may appropriately adhere to the pSbsent practice of regarding 50 per cent, of 
the rental value As the maximum limit/* Such assessments drive the ryots into 
debt, while tenant farmers under thb zamindars are placed in the same plight by 
the excessive rents charged by their lightly-taxed landlords. Many of the so-called 
l * religious riots *’ have been in reality local revolts against the usurers, 
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the reader may be able to imagine, but that gold reserve was forr^ly 
about £60 millions, and covered 60 per cent, of the note issue. To-day 
a large part of the reserve — in spite of India’s “ favourable balance ” and 
“ Sterling credit ” has mysteriously disappeared, so that the reserve covers 
only about 7 per cent, of the note issue at the present time. The silver 
coinage in India has also been debased. These mysterious operations, co* 4 
inciding with a “ food shortage ” and the cessation of almost all imports 
except war materials, have led to a phenomina! rise in prices. 

“ Food shortage ” is the term usually employed. In Europe to-day — 
where the situation is, on the whole, no worse — we call it Famine. 
Actually what has happened is that food supplies from Burma have been 
stopped by the Japanese occupation and that the usual food exports from 
India—possibly an increased amount—long continued.! This partly 
accounts for the “ favourable balance ” and the “sterling credit” which 
enabled Indian capitalists to buy out the sterling stocks. Or, in plain, 
simple terms, India had at the same time (a) millions of people near 
starvation if not actually starving, (b) an export trade in food, and (c) in 
return for this last, “ money ” which was useless to the people, because 
even those who were lucky enough to possess some of it found there was 
not enough food available. In this situation the problem was aggravated 
by the usual activities of food-hoarders, who held back what stocks they 
could while the price continued to rise. 

The Financial News of January 1.8th, 1943, published figures illus¬ 
trating the recent inflation which has upset the economic life of India. 
According to the Calcutta Index of Wholesale Prices the* average figures 
for all commodities were as follows:— 

Tear . Wholesale Prices (all Commodities). 

1914 100 

1939 (August) 100 

1941 (August) 151 


1942 (April) 


(May) 

(June) 


182 

192 


(August) 


'The general rise in wholesale prices,” said the Financial News, “was 
reflected in the cost of living. The working class cost of living index at 
Bombay indicated in August, 1942, a rise of 60 per cent, above the 
immediate pre-war figure. The cost of 'food had doubled during the 
three years, fuel and light had advanced by 64 per cent, and clothing 
by 60 per cent,” t 

Yes, there is plenty of “ money ” now in India. But you can’t eat 
money. And with plenty of inflation you can’t buy much with it 
especially as there is so little to buy. And the money is mostly in the 

t After heavy criticism, Mr, Amery (Hansard 28.1/43) undertook to stop these 
food exports from March, 1943 t delay being necessary to aUow for alternative 
sources of supply to be arranged for the territories concerned/* Meanwhile India, 
not being a “ territory concerned ** exported food and starved. 

X Official cost of living figures are often admitted in the British financial press 
to be incomplete and masterpieces of understatement 
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ha^ of Indian capitalists, anyhow. That is what is meant by India’s 
new prosperity.” India has, in fact, largely repatriated vast foreign 
debts, debts never willingly incurred by her people for purposes often 
dubious or worse. And the cost of buying out her old creditors is a 
new debt, as large as the old one, a new class of Indian rentiers to 
strengthen the British Government and — a starving population. 

Mr. Horace Alexander, a well-known member of the Society of 
Friends, who has been working on behalf of the Friends Service Council 
in India, mentioned in a circular letter (dated 25 th February, 1943), his 
experience in Bengal that “the people with wages , . . often find that 
there is no rice to be bought” Loans, he sard, had been issued for 
V buying cattle; but there; was no fodder for the cattle and the loans were 
useless. One is reminded of the truism that alt red payments are made 
\ in goods. All the wealth Britain drained from India for nearly 200 years 
was paid in goods—that is to say, by Indian exports, , Now that it is 
our turn to pay, we pay in “ money ’—money that cannot be spent 
abroad and only serves by its accumulation to send up the prices of 
India’s own products, without solving in any way the problem of actual 
shortage. We might as well have sent postal orders to Robinsor. Crusoe 
and Man Friday. 

Famine in India is not the subject of this pamphlet, though it is 
impossible to ignore here the fact that Indian Famine is partly caused 
by the Government’s financial dealings, alleged to be so much to India’s 
Kf advantage The proof of that famine and an analysis of its causes 
form the subject of an excellent pamphlet by Dr. Gangulee,* Dr, 
Gangulee makes it very clear that this problem of famine—like all the 
major social problems of India—can only be adequately tackled by an 
independent country directing its own affairs in accordance with its 
own needs and the demands of the people. As Mr. John Hoyland says 
in his pamphlet, Gandhi — In Defence , referring to the Government and 
die food hoarders : “ How can a foreign imperialism cut away the ground 
under its own feet by attacking in any really effective fashion the very 
class upon whose support its control rests ? How can an occupying 
power penalize its own quislings ? ” 

Obviously it cannot. Unlike the Lord of the Jungle, the British 
Lion has need of the Jackal. For years, as we have seen, the Government, 
the princes, the landlords and the usurers have sustained one another. 
And to-day, when our financial conjurors have knit those bonds—new 
Rupee Bonds—more closely than ever, we may be certain that Govern¬ 
ment threats against hoarders mean little or nothing except an attempt 
to placate public opinion by fierce phrases. The closer association of 
India’s predatory classes with the Government of a foreign (and equally 
predatory) Power means a broader and more stable base for the imperial 
pyramid. But for the Indian people it means that now, more than ever 
in the past, the only hope of social reform, the only possibility of dealing 
with their own parasites, pre-supposes the complete removal of that 
paralysing growth which has sapped India for nearly two centuries—- 
The British Empire. 

# Famine ? by Dr. N. Gangulee. Swaraj House, 32, Percy Street, W.I. Price 2d. 




Postscript * 


Since the completion of this pamphlet, my attention has been drawn 
to an article in The Economist (6.3.1943) praising our “ magnanimity 
in not making India foot the entire bill for defending British inter- 
in the East (which would, in any case, have been impossible) and repeating 
most of the nonsense about“ India's War Gains 55 exposed in my anaiy as. 


I am, however, particularly struck by the naive admission of the writer 
that the Sterling Credits accumulated in India (in excess of those uv/ 1 
to transform the Sterling Debt into a Rupee Debt) are to be used foi two JC 
purposes. (1) “ To cover such home charges as sterling pensions ana 
provident funds.” These pensions tribute paid to our retired sahibs — 
are to be “actuarially calculated and handed over to the British Treaty.” j 
In other words, with the Indian Empire looking weak at the knees thoj 
tribute is to be exacted in a lump sum before a revolutionary India ran 
repudiate it. This is neat work. (2) “The creation of a reconstrlctJon 
fund * . s . for the ambitious programme of Indian industrial expm- 

This may sound better—until we read that “ the sterling resn 


sion. 


in question must be regarded as blocked until such time as they can b 
freed for die financing of British exports to India.” There is, in sfiSri 
to be no choice as to how India's Sterling Credits arc to be used. Tht 
credits represent the price of Indian labour, paid to Indian capital 1 
(or capitalists living in India) and are to be controlled by the Bri -di 
Government. It will use them to secure British pensions, the Indian 
taxpayer still paying the yearly equivalent of this tribute, but paying it 
to the Indian banks which have advanced a lump sum to the British 
Treasury. As with the Sterling Debt “repatriation,” this means greater 
security for the interested parties (pensioners in this case) in Britain and 
greater “ stability ” in Inda, where those who have advanced the money 
will hold the Indian peasant to his “ obligations.” The remaining Sterling 
Balance is also tied up: so far from being available for purchases in 
the open market, it is ear-marked to be spent in Britain at the direction 
of British officials in New Delhi. The Economist sums up these interest¬ 
ing transactions with the words : “It will surely go down in the Imperial 
record that ‘Britain gave twice and gave quickly ” ; but what we gave or 
to whom is nowhere indicated 1 


A further hint of the food situation and of continued food exports, 
in spite of Mr . Amerys promise to the contrary (sec page 1^—footnote) f 
appeared in an article by the correspondent of Reynolds News, 11.7.1943* 
who quoted Karandikar, editor of the popular weekly Kesari , and an 
eminent economist, as saying: “ I don't recollect in my 40 years* public 
career, any time when the scarcity of food was so widespread and acute. 

. . . I suggest that the Government should stop exports of foodstuffs 

immediately.*' 
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